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BY JOHN A. GORMAN

SURVEY OF CURRENT BUSINESS

Financing the Expansion of GNP in
The Current Cyelical Move

THE DYNAMIC advance in the
econorny hos resulted in a hoavy do-
mand for finsncing, - Crodit growth to
meet this demand has heen dampened
by the inelaeticity of lendabln savings
as well a8 by o monetary policy designed
to muoke for orderly progress ond to ro-
strain inflationary tendencies. With
the supply of monoy restricted, mwore
offective use woe mode of it; evidenee
of thig iz provided by tho increase in the
velocity of circulation, which rvae to a
poatwar bigh. Totervet rates advanced,
reaching the highest level in three
decndea ze the surrent yem: opencd.
Credit easler since Joreary
. The sharp advance in economic ag-
tivity around the turn of the year was
followed by some leveling oui; crodit
cenditions eaged in recent moonths, ow-
ing in part éo seasomal influences nad in
part: to more busic changea, This aas-
ing was ovidenced moet clearly by a
reduction of interest rates from the
highs of late December ond early Jon-
unry. Inrecent weeks these rates have
shown some firmiag, but current yields
pre otill uwnder thoe yem-ond highs,
Tranaurjr bill rates are off from 4,67 to
o mid-May figure of 3.79, and the
average rate on bank loans has dipped.
Amopng longer-tarm issues, both Treas-
ury and corporaie bond yields sre
fractionally lower.

After the yoar-ond spurt, invantory
neeumulntion moderatod semoewhat the
oxtroordinary pace set following tha
stoc! sirike, Thia slowing of the eco-
notnie pdvance was genducive to aloval-
lng out in the many eredit demunnds
that are associated with sxpongion in
ceohomio activity.

The shift of the Fedarsl budget from
& defieit to a surping position hoe olso
contributad to o substantial deeline in
the demend for loanabls {unds. The
situstion ia leas clear with respest to
other sourees of demeand which had ex-
erted upward pressure on interest rates
during 1059. There in goma indication

that the demand for long-term funds
hasg tended 1o easa, at lagst temporarily,
though the demand for business loana
and consumer credit eontinues vary
sirong.

Tho recent softening of intareat rates
ia probably in pert the reflaction alsa of
& shift this year in economic anticipa-
tions, thovgh this 2 a [rctor Dot aub-
ject to aquantitative opprnienl. The
trend of metivity in some pmts of the
seynomy in the woke of the steel strike
has no doubt been less buoyant than
had keen expected by some. The de-
maxds for output have been less insist-
ant, and the refilling of pipelines which
was necessary hefore they cowld be
snteficd progeeded mogh more prompi-
l¥ thea bad been thought possible.
Parily us avesult of theas developinents,
soveral manufacturing lines have ox-
pnﬁegmcl some nerrowing of profit
margins,

The movement of the. stock ket
has uwoquestionably been a fagtor in the
chonge of business climate, although
hore couses and eoffccte con hardly be
disentongled, By the end of the first
guarter the SEC indox of common stock
pricea, which had risen during most of
1959, had about conceled all of lost
year's advance, nnd in April the sasing
tendeney continusd, The ratie of stock
prices to earnings has roceded from its
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1059 posk, bui remsina muoch higher
than in other poatwar yeara.

The upswing sinee the spring of 105638
a ren] GNP-—dollor valoe adjnsted for
the prien ndvanee—hes matched closely
the vise of tha corresponding period of
the preceding eycliesl expansion, if
allownnee s mode for the efecta of the
1950 steel strike. The two pariods are
compared in the edjncent charb.

FPrice movemenis have nleo been lilke
those of 1954-88.  Prices genernlly
gshowed only a limited odvance in sach
vase, #a overall production capacity
was generglly ample in relation to de-
mand in both periods, Last year, as
In 1855 a downward movement in
pricea of farm produocts offset much of
the rise in other preducts and con-
tributed to the relative stability of the
averall averages.

Monetary and qredit gonditiona were
inore reatrictive lnat yaar.. In the
virtunl abssnce of monetexry exponsion,
substentis] economnies were munde in
the use of cash balances—as evidenesd
by the earlier-mentioned rige n bhe
ingome velpeity of circulation.” By
limiting the funds available in macketa
for tho nationel output whieh rely on
credit financing, last yosr's monebnry
policy wns designed (o keep the ox-
pansion orderly under conditions of
relative price stability. As in the
previous covcle, oredit reatrnint had
differentiel offects, but the major visible
oné appearad in the conras of residentinl
eonstruetion activity, the restricted
nveilability of mortgpage eredit hnving
esonbributed to the decine in hm.ldmg
after midyenr,

Figancial Bequirements and Supplies

THE NEEDS for finnncing cxpandad
rapidly with tha vpswing of cconomie
aetivity. This ealled for luge ineronses
in extornal finaneing-—debt and ag.
uity—and for ploughing back o lnrge
port of the inercesed earnings. The
major inatitutions and groups engoged in
aupplying loan funde were not in &
position to meet ¢nlls made oo them,
without the development of consider-
able financinl stringency. The rise of
interest rates under existing supply-

domand conditions waos parsicularly
muckod in the case of shiort-term obliga-
tivns, where demand pressures were
heaviest,

The exponsion in reguirctments, the
positions of lenders, and the factors
affocting interest rates will be reviewed
in twn.

Needs Up With GNP Advance

The ¢yelical rise in produetion and
sales involved o subatantial inerense in
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businese working capitsl yaquiremants,
ncluding eredit to cuetormers. In ad-
dition, it was accompanied by o step-up
in plant and eqguipment outiays,

These demands for capital were met
in port from internal assurges—from

Economic Expomsion of 1958-60
. Compared With 123456 Advance
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aarnings and from the rising sums sat
asids out of recsipis to provide for de-
precintion, Az usnsl in good times,
Lowever, oatiractive opportunities for
the vee of available funds tended 1o out~
strip the growih of current saving, and
gutgide finnncing wag souwght for & large
volurnoe of business needs.

Clonsumers, too, called for mors loans
t0 finanee their heavy porchaszes of
dwollings snd duwreble goode. The
Federal Government hod to cover &n
expectid budgetary deficit of considoer-
able size for the year as o whelo, and
State ond local governments continued
to borrow lerge mmounis to pay for
their consbraction proglans,

For goma desired uses, of course, not
oJl the suma ealled for could be secured.
The demond pressurcs operaiivs in the
money aad cepitel morksta ore accord-
ingly reflected only in pat in the record
of amcunts notually obtained and wsod
by those successful in satisiying their
requiremen .

Bresiness fized and working copital up
- Customer credit needs vory with
sules of goods, and s0 does the ameunt
of inventory to be coutied. The changes
in finoncial requirements for these pur-
posce are very sharp. Though these
vhanges tend townrd zere when business
ia stoble, they shift repidly in sdjust-
ments be new levels of activity. A sub-
stantial bnldup in inventories oceurred
in the courso of 1959 despite the steel
strike nndl the indieated credit strin.
geacy, andl thers was a marked rise in
short-tarm recsivables on the booles of
buginesa enterprises. These inereases
in working capitel wera financed mm
substontial part rom borrowings; (o-
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gether they represented the Inrgeet
singla edlement in the rise of demond
for finaneing.

Business outleys for plont and pro-
ducers’ equipment amounted 10 a sum
abont equal to that pdded to grosa
working capital in 1959, but in chis
insience the sicp-up from 19568 was
relatively much less. ‘Tha recovery of
fixed investment tended to lag behind
the eyclical advonee, as it bas in other
postwar swings of economic achivity.
Most of the capiiz] needed, rooreover,
was @rawn from internal sources.  This
wus prrily because the expanmon in
long-term requirements centerad in in-
dustries which typically rely to o great
extant on resained crrnings snd depre-
ciation reserves ng Mojor current sources
of capital.

In sum, the vise in business needs for
exteran] financing was mostly short-term
in chatacter. Demand {or long-term
funds from outsida sources continuad
high, but was down somewhat from 1#55.
Mora durable goods

Exponded needs for consumer financ-
ing neccompunicd the sharply incrensed
purchnses of antos, other durable goods,
and dwellings, These commonly in-
volva dewnpnyments out of the pur-
chagere” pricr savings. On the whaole,
howewer, the greater part of the sums
uged for these large purchasese wre
horrowed. Consumer installment paper
and mortgnge debt originating in such
tronenctions bave been major gutlets
for loanable funds in almoab every
postwor yenr. )

The growth of durable goods sales
lagt year, moreover, contered in nuto-
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mobiles, and thesa make esperially
heawvy demands on the nvailable eredit.
The rise in shovt-term consumer financ-
ing outpoeed the one-saventh expansion
in total enlea of these goods.

- Besidantinl construction was growing
through most of 18528, Though netivity
leveled off and turned down ofter mid-
1359, it reschod a total for the yesar
almost one-fourth larger than the yenr
bafore. The wssocinted upswing in the
new long-termn finaneinl requirements
of the Nation’s fomilies was the sharpest
indicated for any group active in the
copital market last yaar.

Covernment needs lorge last year

The Federnl Govearnment, which had
been. o major borrower in 1958 as the
business recession led to a substentinl
budgetary defleit, agoin entered the
money muarket on a large scole last year.
The Treasury’s need for lonn funds in
1958 arose from three principal ¢nuses,

Firat, though tha business situation
and with it the Federnl fiscnl position
were much improved ne compared with
1958, the nationnl income and product
account still showed o deficit for the
calendar year,

Secondly, the fiscal improvemsant
contered in considernble part in the
yield of the corporation income tax,
which wasz up as corporate profits re-
boundad from their 1938 low. Much
of the increase, however, did not show
tip in eollections until after the and of
the czlendnr yenr. Lorpely for this
reason, occrued corpornte tox receiv-
ables autstanding nt the 1959 yearend
wore ip 33 hillion. Besides covering
a defleit that amountsd on an accrual
basis ta $2 billion, the Treasury’s bor-
rowings had tempoearily Lo cover this
$3 billion difference slso, pending re-
caipt of these tnxes.

Finally, cloge to 3 billion was needed
to finonce the Government's lending
during the yenr under itz variocus hous-
ing programs.

These thres jtems ware the major
elernenta in the 82 billion “cash-budget”
defisit ineurred by the Federal Govern-
ment last year. All of them were short-
term in character, and tha last two of
tham involved the temparary snpplying
of substontiol sums elsswhere in the
moncy and capitel markets, so that
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their cffect wos partly offset in these
marleela (see next section),

Long-term governmentol ‘borrowing
last yenr reflected basically the finan-
cial roguirements of State and loesl
construction, which axpanded in 1850
ns throughout the postwar period.
Last yeur's increnss was mainly in
roadbuiiding, and the doller rise here
was for the most part met by an in-~
crense in grants received from the Fed-
ornl Highway Truat Fund,  Apart from
theae grant nid receipis, long-term usea
agpregated about the same as in 1858,

Position of Lenders

Monatary poliey waa o mnjor factor
in last year's finaneinol situstion, ss the
ghift from the sasy money policy which
bad hean smployed in 1958 to combat
the recession wos alrendy apparent be-
fore the beginning of 1959. The move
toward restraint extanded throughout
lagt year, its affents beroming inereas-
inply noticeabls as the buginess up-
swing nnd the aftendant rise in finan-
cial needs continuad.

The position wes aignaled by the
pgourse of Federnl Eeserve Bank dis-
count rates. From less than 2 parcent
in the spring of 1958, these moved up to
2 porcent before yearend, to 3% per-
cent by mid-1959, and {0 4 percent lost
fall. '

Open market operations during 1958
served primarily 6o offsei . senscnal
ahifts in demand, and to counter in port
the effects of the flow of gold to foreign
holders, moat of which occurred in the
spring and summer, The wvolume of
legal reserven was about the game 2t the
end of 1959 ns at the beginning, deapite
a rise in membear bank debt to the Fad-
eral Reserve Banks. The available
reservea were being used more inten-
sively, howaver—os wns illustrated in
a relatively high and rsing total of com-
mereial banks' borrowings from one
abother—and total demnnd deposita
inergosed frastionally.! Transagtions
demnnd for means of payment, aa re-
flected in GNT ond in bank debils, by
contrast, roge sharply during the year.

Pruring 1458, thero had heen & build-
up of demond deposits. As compared
t the prerccession first half of 1957,
deposite in 1958 aversged & percent
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higher; GNP waa ap 4 percenc in real
terms and ¥ peccent in value.

New resources low, banks shift port-
Folioa

Monetiy expangion thus playad only
& minor rola among the {und sources
aveiloble to the banking system last
year, providing less then #$1t billion.
Time deposite, whick bad risen subatan-
tially durng 1958, incressed about 32
billien further in the course of 1959,
Advances [rom the Reserve Banks, to-
taling $% billion na 1959 opaned, maved
up to reoch §1 billion in the summer
snd- remained nesr thot figure—ons of
the highest of the decade—through the
rempinder of the yenr, Finally, the
boanks’ retained net earmings tolaled
about $% billion, and o like sum was
replized from new stock issues, Theas
inflows together made poesible an ex-
pangion of around $5 billion in loans
and investmenta.

This amount fell {ar short of meeling
the calle by the banks’ cugtomers for
working eapital nnd other loons. In
order t¢ necomodate these customers
and secure the higher rodes of yield
obtainable, commercinl banks Liqui-
dated $8  bilion of QGovernmend
gecuritios.

Savings flore to other Inatitutions
timited

The operations af sslea finance com-
panies as middlemen of eredit playad an
important role last year. The com-
panies borrowed $1 billion from the
banks, and raised close to $1 billion by
ismning intermediste-term market secu-
ritiga. With these sums they helped to
meat the needs of consumers, and that
of distributors and others for ndditionsal
working capital.

Other types of financial institutions
drow their eopital fonds mainly from
persanal gaving. A doiminant factor in
their finaneinl position during 1959 was
the comparatively limited size of the
inflow from this sourea, Total personnl
gaving for the year wns not greatly
difterent Irom 1955, ond the portion of
it which was channeled through thesa
inatiintionnal lenders remnined atohle in
the aggrepate.

L The 5 persent resc:ve raquissoednt ou ths axpaedaod

volme of W doposits oded bdlow vy almo ppet By Lhe
impraved amelensy with whlel: o vt wond usod.
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Tha pattern of funds supplied by the
financial intermediaries reflacted not
only the limitetions of their sources
but also & general tendency to shift the
maksup of portfolies. This tendency
was in the same direction neted for the
banks—incrensing the fraction of rela-
tively higher-yielding hut less liquid
instruments in tbe totel. Cash hold-
ings were reduced or Trensury obligo-
tions were asold snd holdings of
mortgsges, corpornte and State and
locel securitiss were built up.

Insutence cotmpanies and 2avings and
loan sseccintions obtained an incressed
frnction of the $olal poing to savings
inetitetions.

The insurance componiss continued
to invest moinly in mortgages and in
corpozate boends, absorbing n somewlhat
lorger propartion of the bonds comving
on the morket then they had in most
prior yeonre, They merensed their por-
chases of Biate and loenl isznes whils nt
the sama tme switching out of Fedecal
socurities. The walus of the tax-exem-
ption featurs of the municipals was
undarlined last year by new Federsl
legislation which increased the sompa-
ning' income bnxes.

Savings and loan associations offered
higher intsrest rates and continued to
advertise for new share capited. The
pums renlized, though up from 1058,
fell short of covering their mortgnge
loan eommitments, however, and the
aszocintions filled the gap by subston-
tin! borTowings from the Federal Homa
Loan Bonks. The digtribution of legal
regerves Dotwean cash itams snd Trans-
ury seciyities wag adjusted to inerense
the proportion of higher-yietding asanta
in tha totol.

Mutual eavings banks, with net naw
deposiie down from 1958, contributed
less tiinn usual to the supply of long-
term eredii. Their new mortgoges lepd-
ing was made poesible in poart by the
liguidation of Tressury securities.

Unlike most of the lender groups
mentioned akove, the major institetion-
ol suppliers of equity capiial etepped

up their rate of growth last yenr.

Pension fund reserves incrensed 25 em-
ployer conéributions rose with expand-
ing business activity., These funds
placed a somewhnt larger fraction of the
increment in stoclks then the yemr bee
fore, necalernting their recent trend to
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equities.  Mutusl investment - com-
panies experienced a substantial risa
in avnilable resources, most of which
went mbo stooks.

Business and individuel investors use
own suvingd

With the prospecis for business sales
and family incomes considered good, in
genornal both business firms and privass
households found their own activilies
providing atieactive outlats for eny
axcess funds on hand. For businseses,
the rise in working capital needs bas
already heen noted; and elsawhere the
upsutge of residential and auto pur-
chioses limited the growth in new loan
funds supplied by individunl savers,
The inclination to invest in market-
type debi instruments wes coiTespond-
ingly Bmited.

Hates of return on such instruments,
including Treasuwry chligntions, nd-
vineed under the preveiling cireum-
stances, and aitracted o henvy volume
of funds from corporationz and indi-
vidua! investors.

The ¢hwoicea of both ecorporote and
perapnal investors among financial op-
portunities not cormeeted with their
own operitions reflected such yield in-
cronses, and fol} eonsistently inko n
paitern of shift townrd potentially
higher-yvielding though penerally less
liquied types of ssseta, such as might
repsonebly be prefared in periods of
buginess prosperity.

Government supplies new eredit

State and Joeal employea pension
and investmnent fund accumulntions
supplied 2zround #$2)% billion to the
long-tarm seeurity markets last yenr,

The Federsl Government too played
1 key role on the supply side of the
money ahd capitil markets, ns well as
on the demond side. Firet, the credit
sxtended under the housing prograums
led to o considerable easing of the pros-
sure on the mortgege market in 1958
ond helped to limit the stringoney that
developed in 1059.

Second, the 1958-58 increase in cor-
poration tax accruols wns in effect
loaned temporarily to corporate busi-
ness pending collection of these taxes,
The liability was reflected in the growth
of tax rezerves. These were employed
in part ne working capital and in part
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ae Jiquid reserves. Uss of them to
meet working capital needs allowed the
companies to imit their borrowing for
such purpoecs; and their use to purchnse
tox anticipation bills and other merket
sacuritics epscd the fund supply sibu-
ation in the seourity marlrets involved,

In these woys seme of the amounts
borrowed by the Federal Government
last yenr found their way back into the
Ensneial markets. Putiing the Gov-
ernnent’s lending activities togeihor
witly its borrowings, it eppears that the
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net drain of the latter on the total
supply of loaoable funds wos con-
siderably less than the size of the sums
borrowed wonld suppest,

Foreigners invest in U5, securities
In 1859, a3 in 18538, the wvarious
fontors which determine the inter-
national balance of payments combinad
to provide nonresidenta with a sub-
stantial volume of claims on the Thoited
Sintes. Foreign central banks and
othar investors emploved bthese addi-

SURYLEY OF CURRENT BUSINESS

lional respurees differeotly lnst yenr,
however. Instend of acoumninting
gold and deposits, noaresidents chan-
neled Gheir new dollar holdings lorgely
into ahori~term Treasury securities and
other earning assets.

This shift meant an inerense in the
total made available by foreipners to
Lelp finanee the domestic asenomiie
expansion, and tended to mitigate the
impoct of the adverse balance of pay-
meants on the finencial markets.

Interest Rates and Seeurity Prices

INTEREST rates and bond yiclds,
which had turned upward in the seeond
holf of 1858, rosa to the higheat point
renched for many yems. Aside from
the basio foctors discussed earlicr, the
level ond pattern of yickds were ako
influeneed by the econsmic expoctn-
tions that fentured the period. With
the general tendenay of businesa elemly
upward and ptain signs thot a monetary
poliay of restraint wos being followed,
both barrowas and lendors recognized
the likelihood of tightening credit and
firming interost rates. The beliel was
expressed nlso by same that the eeo-
nomi¢ advance would be accompanined
by o degraa of price inflation stemming
from both the demand and cosi sides.
It wns recognized foo, a8 wns pointed
np in the regular anolyses in the
Surver, thot our adverse inlernational
bolance of payments was affesting our
finpneinl position.

These expoctations ore no doubé
part of the explanation of the prompt-
ness with which intercst ries rose
after econoanic activity turned up two
yoars ago. The prospecta of good busi-
ness ab higher prices also halped to
explain a general reduection of smiphasis,
in investors’ porilolios, on Instruments
offering maximum security of prinei-
pal values but relatively limited income
or copitel gein potantinlitics,
Short-term rates up sharply

The demand for loans was most in-
aistent in connection with short and
intermediate uecs. The sharp expan-
pion in imnventoriea and in coveumer
and other trade paper has already been
notod. The Federal borrowing was
also concentiated in this aren. The

supply of short-term funda wae rala-
tively restricted, owing in particular to
the tightness in commercinl bank re-
sorve positions.

Aside from the needs to serve what
were czsentially short-term purposes,
many borrowers resorbed to ihe money
market for the tempoeary financing of
longer-torm requirements, This tand-
ency, reflacting & wiew that the curront
high yields on long-term obligations
would not be meintained indefinitely,
was n reversal of the tendoney to fund
floating debt which had been noted the
yoar before. In the first holf of 1958,
partisulaxly, borrowers had token ad-
vantage of the low prevailing yialds on
long-term gecurities to refinanee sub-
stuntial amounis of near-term ohli-
pations,

Treasury bill yields higher

The rige in short-term intorast rates
was particularly marked in the cose of
Tresgury bills. Besides the goneral
asupply-demand conditions noted nhove,
there were 2 number of spacinl factors
tending to raize the rate= on short and
immediate-term Trensury seoutitios.

One of these stemmed [rom the 4%
percent stntutory rate ceiling on longer-
teym (over 5 yenr) Fodernl secoritics.
Under provatent market conditions,
finaneing continued to raly on shortap-
muturity issues.

Moareover, seversl investor groups
which in 1958 hod absorbed large quan-
fities of short-term Treasury obliga-
tions were in a relatively unfnvorabls
position to do so last yeor, since their
own nseds and chose of their businesy
connections, under conditions of ex-
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panding activity, were prezsing heavily
on their nvailoble funds. This was the
casa of the commercial bonks and other
Anancial institutions. It was nlso the
case for many nonfinancial corporations,

There wers circumstances, however,
that made for .substantinl corporate
purchasiog of short-term Governments
onee the rates hod moved sufficiently
high, Anticipating the outlay of large
anms for inventory rebuilding, fixed
capital investment, and taxes, mony
concerns were accurmulating ready re-
serves and arranging lines of credit
during 1959, Highly liquid Tressury
socurities alfferding nilractive yields
served a2 o profitable interim inveat-
ment for the ready reserves. These
issues could nleo be used to advantage
in holding credit lines open for later
needs, the yield on the securities cover-
lng most of the intercet cost of the
Tonng,

Finally, the lorge supply of hills was
absorbed in purt by other investor
groupe not cordinerily using extensive
surns in this way, end the changa in
thar portfolic pntierns, lilke the pur-
chuses by corpornte business, came
about only when ytelde moved high
enough.

Rise in long-termt rates

Long-term uses for enpital, lika the
short-term uses, tended to oubpeea the
expangzion in externnl supplies last year.
The pressurs oo interest rotes, howavar,
was relatively loss morked in the capital
than in the money marksts. There
were several reagong for thia, The bosic
supply-demand imbalance appenrs to
hnve been relatively lass. Aa has been
nebed, the recovery in business fixed
investment from the recession tow wes
Emited, and long-term needa of State
and leeal governments were not muck
changed from those of 1958,

Flotation of long-term debt izsues
could be avoided by some firms,
moregver, by resort to shorb-term
finnneing until capital market condi-
tione should become more favorable.
In addition, the strength of public
interest in the stock market ns reflected
in heavy @rading and high prices for
commeon stocks encoursged the uee of
equity financing in soma coses,

While stock flotationa continued on
o restricted scnle, the volume of trading
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o seasoved aquity iseues wos the high-
#et gsinea 1929, Siock prices, ns meas-
uwred by the SEC composite index,
averaged one-fourth higher than during
1058, An irrepalar sdvanes  which
began ag 1953 openad carried the index
to a peak lasi summar.

From the standpoint of investors,
the gencrat eeonomic ontleck tended o
emphasize the prospact of capital gaing,
and henee to rander rquitice more
aftractive while reducing the appeal
of moat debt instruments.

Postwar rise in interest

The recent movemenls in interest
Tases ore better understood when viewsd
in the longer perspective of the upward
trend which marked the decede of the
1950's.

In this pericd the demand for enpatal
funde has besa strong, mirroring the
bigh and psng volume of abtractive
opportunities for investrment; the sup-
ply aside, reflscting the mors gradual
uprend of saving, has been strongly
affected nlzo by the gradusl worlang off
of the grend liquidity whish stemmed
from the moncfary and eredit policies
pursied dwing the Depreszion and
subszquently in World War II.

In the earlier postwar yenrs this li-
quidity obvisted » good denl of borrow-
ing which might otherwizs have besn
required to finanss the high investment
potivity, and at the same time it en-
couraged and facilitnted lending.

Tn the conrss of the postwar perisd
liguidity has declined as the economy
hes grown, the general price level has
rison, and the accumulation of borrow-
inga has raiead the total of privete and
public debt,

Another fzctor in the risa of interest
rates in the 19508 was the tevmination
of the ensy money policy which centernd
arovad the pegeing of Federal seeurity
prices, 'This was superseded by a more
flexible policy after the necord reached
in Maroh 1951 batween the Trensury
ond tha Faderal Reserve authorities,
legving the Reserve fres to fight infla-
tion ond deflation by regpulating the
money supply in ways that might nifert
the cost of Federal and other horrowing.

A third gt of developments moking
for higher interest rates in this country
a3 wartime dislocations receded into the
past ias been the renewal of effective
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competition in the international finan-
einl markets. Such competifion hog
tanded to carry intersst rates in the
United States up, townrds closer align-
ment with those prevailing abroad.
The widespread foreign restrictions on
the intertintional mavetnent of cepical
and of property incoms which had
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grown up during the yesrs of depression,
wer and readjustment bave groduatly
been 1elaxed.  As fime passed, too, the
substantial risic differentinls betwean
U5 osnd forsign interest rotes heve
ngrrowed 28 some of the political and
coongimic uncertwinties abroad were
elpnrad up. .

Financing by Major Borrewer Groups

THE GENERAL condition of the f-
pancied markets lzat year boe heen oul-
lined sbove in terms of the wajor supply
and demand fackors and tha course of
intereat recas.

The broadest of the finnncial flows
which resulted, in the exisbing situstion
of stobility in the money supply and
increasingly intensive use of cash bal-
ances, may be sumnarized as follows.

Nonfinancial corporationz obtnined
lorge sums from bani and trade soirees,
the expansion in trode cvedit being por-
ticularly marked. Individuals stepped
up their morignge 2nd obher horrowing
from Dnancial instituticps. Suporims
posad on theee heavy private borrowings
was n volume of hill, ecertificnie, and
note jssyes by the Federsl Tressury
which in total was among the hiphest
ever recordad for a peacetime year,

With thair own sources restricted as
earlier noted, banks nnd other Snancial
ingiitutions obtained funds for their
corporate and individual eustomers hy
liquideting Treasury obligations. The
reduction in the holdings of thess in
1950 cianecelad w larga part of the build-
up of the praviens yenr. Under the
gelling pressuve, ¥ields on Goverpmant
gecurities moved up, atiracting from
individuala, foreign buoyers, and cor-
porationa the sums necessary to absorb
the gell-off by finencial institutiona g
well a8 the paw securities issuad hy the
Treasuxy.

The following zactione dexl saparntely
with the spending and financing ar-
rangements of the Federal Government
and the other principsl economic growps.

Corporate Finance

¥or the requirements of nonfinancinl
corporations noted earlier, the com-
penies obtained & total of somewhat
over 554 billion last vear. Ower ball

of thiz came from iokernal sources, Tn-
digtributed income toteled pearly 510
billion {or the year. Depreciation and
other capital consumption allowapces
moved up in Jine with recent trends to
provide 321 billion,

Outsida gources supplied an amount
equalled only in the cyoliceliy similor
yonrs 1960 and 19556, Short-term debt
rose dround 317 billion, after having
fallen in the recession. Long-term
abligntions were up tlnoet $8 billien,
somoewhat lesa than in 1958, The total
obteined from stock issues, over $2
hillion, was larger than the year before,

The petiern of sources from which

corporntions obtained exteroel funds
lest yesr may be summerized in ferms
of investor groups as follows. Trade
oredit vaccived from suppliers of me-
terials, ete,, assounted for nsndy Lalf
the total. Financial institutions pro-
vided most of the remainder, but, rough-
ly one-sixth was obinined from govern-
ment—ehisfly via the statutory leg be-
tween the ncerusl and collection of
taxes.
Thers were the uwansl diffarences af
gource pattern as between short and
long-tarm instruments. The nesr-term
total included seversl billion advenced
by commercial banks, in addition to the
trade eredit and tax reserves.

Lonp-torm  capitnl came ng usual
mainly from Snancinl institutions, The
voluma of corporate bonds scquived by
life insurance companica and private
pension funde was little chnnged from
1233, Insurnnce companies and mutunl
savinga banks siepped up their acquisi-
tions of corpornie morigoges. The
volume of stocls issued by nonfinnacinl
corperations {excluding investment and
soles finance companies) was matched
by purchnses made for the porifolios of
investineni companies and pension
funds. The dip in corporate long.term
fnanging last yeor was reflecied in
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buying by individuals, who typically
supply & smoll and varinbkle fraction of
the toiol.

The pattern of corporate needs and
finencing in 1959 was determined in
large part by tha induostrial incidence
of the business upswing and tha financiol
arrangements typicel of the industries
concerned.

The expsnsion in capital require-
ments was most marked in lines which
featured prominently in the economic
1is¢ from 1958—manufaciuring, mining
and trads, These industries generally
count on internnl aources for much of
their long-term requirements, Their
external finencing ia mestly to meet
their short-term nesds, and makes up
tha bulk of all near-term business
borrowing,

Communications and public utility
corporations, not much afected by
swings in penersl business, required
Litile additionel werling capital and
actually reduced their spending on

CORPORATE FINANCING
in Three Business Recoveries
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fixed investment. The capital beeds
of these companies ore typically met
by borrowing and stock issues, and
accounted for close to half of all long-
term privatie capital issues in the 1850's,

The axpanded resl eatzts operations
of corporate developers and others lost
year were murored in inerenses in both
near-term ¢onstiuction Joans and long-
term mortgage borrowing,

Monufacturing and trade needs up

With lost year's production 1ise
tontering in commodities, the ow of
goodn through manufecturing, mining,
and trade firms rose sharply, and
working capital raquiraments moved
up aceordingly, Both the advance
reported in corporate inventory hold-
ingsy ood the riss in customer credit
extensions were concentroted owver-
whelmingly in these industrics.

Basically, tha demand for credit for
inTentory expansion mirrored attempts
to restore desired stoecl-sales ratios in
the free of riging eales.  During tha
first half thera was superimposed on
this o temporaty demand that stemmed
from hedging in anticipation of matals
strikes, Metals stocks were drawn
down during the second half, and over-
all retioa of durable goods invontories
to GNP ms 1960 began were still a:
relntively low levels, The inventory
position for nondurables was casier.

Financinl needs for fixed ecopitnl
investment reflected o moderate in-
creage from 1988 in menufectwing and
mining yrograms, sod o spurt in con-
struction of shopping centers and other
distribution facilities.

Most of the increase from 1958 in
internal funds renlized by corporate
business ¢ccurred in these smme indus-
trics. Higher sales and lessened unit
Inbor Tegquirements brought o sharp
wdvance in ths net income of manu-
{neturing and trading firms. With
dividends steady and tax rates un-
changed, about half the pretax profits
rige was ploughed back. Capital con-
sumption allowanees also ross,

As the supply of internal funds
movad inte better aliznment with
copitnl neads last year, these corporns
ttons reduced their long-term borrow-
ing, The eutbnek was in publie issues.
Private placements held even, ong
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mortgage borrowing wis stepped up
with the rise in oullays for new coms
mercie] facilities.

Corporate manufacturers and dis-
tributors mede extensive use of frade
credit to help finance the expanded
volume of theic purcheses from other
firms. These two industry divisiona
sccounted for wirtually oll the chnnge
in corporations’ trode poyables.

Both receivables and payables gen-
erally rose as goods passed €hrough the
produciion process. Companies oper-
néing in the earlier stages of production,
8.2, Suning and primary metals mano-
facturing, generally reported larger
increnses in recoivables than in pay-
ables. Firms sibunted [arther olong
in the flow &f production to the final
ueer, e.f., retail trade, shewed the
opposite pattern last year (nllowing
roughly for the float in paynbles).

This whole structure of trade credit
extousion was initially financed in large
pact by bank lonns, to primary pro-
ducing firma in particulor.

Such relisnce on bank eredit to
finnnea an increased volume of pro-
duction and suppert & maultipls trade
eredit expnnsion has beer n fenture of
cach of our postwnr recovery pmiode.
in 1950 and 1955, the industeial pat-
tern ol trade eredit extension nod bank
borrowing wns similar to that noted
Inat year.

Shife in public uwtility borrowing

The decline in capital ouotlays by
the utilities last year, ns in 1058,
reflected the appronching completion of
s mnjor phase in these companies’
postwar expansion. With customers?
needs continuing to grow, substantial
increnses in fixed investmisnt ore pro-
grommed for 1860,

The invesimont cutback led to o
tapering in capitol isspen, which are 2
chiel source of funds for the utilities
singa these firme poy practieslly all
their earnings out in dividsnds to stoclk-
holders. Thke dip in Hotobione wos
olso atiributable in part to the tem-
porary ghori-term fnoncing of capital
neads which hns been noted mbove.
‘While bond and stock issnss were off
by #% billion 2ach, bank loans to these
induziries wore up by o like amount.
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Personal and Unincorporated
Business Finance

The major skimulus which individuels
provided in the Nakion's markets lnst
yoar wos their exponded buying of
durable goods—autns, furniture, ap-
plisnces, ete.—and residentinl houvasing.
In addition, enterpriscs Tun by indi-
viduals or partnerships pmticipated in
the business inventory upswing, ond
incrensed their store and other fxod
jnvestment am well.

These purchnzes occasioned o marked
expnnzion in the indebtedness of indi-
vidunle and anincorporated enterprises.
The shorpest relative inerenses wers
reported for consumer nnd short-term
business debis, bhui homa mortnge
horrowing was the biggest sbsolots
[nctor. It waz 213% hillion above
repnyments for tha year, one-third
mote than in 1858, The total of farm,
multifemily residential, and commercinl
mortgnges nlso expanded substantially.

Consumer crodit moves up

The rise in outlays for consumer
durnbles wos poeced by auto sales, vp
one-fourth from 1958, (hther cate-
gories of durahble gaods were alao up,
reBecting the growthk of disposable
income and consumer expeciotions of o
further zize whichk mads for ready
borrowing.

Extenmons of consumar installment
oredit wers up 374 hillion from 1B58.
This riaa wae offset in part by repay-
ments buat the net increase amouniad fo
%5 billien. This incresss, together
with a %1 billisn xizs in the beial of
chnpgs accounts and single-payment
lenns gutebending, repressnted & eomne
sumer eredit expansion of record pro-
portions, matehed only in the eyelically
gimilor year 1965, By yenr end, ihe
outsiaznding total of such debt apgre-
oxted over 352 hillien.

{Inlike previous upewings in anbo-
mohila credif, last wear's net rize of
ghout 24 billion was not nssoceaied
with any substantinl reduotion in down-
payments or lengthening of maturities,
The growth in esuch loans stemmed
from the sales rieq, largely independent
of credit, terma.

Agide from the financing of durahles,
conaumer cradit nesds reflected alzo
the incremse in installment buying of

SUEVEY OF CURRENT BURSINESS

ather goods and of services. A specinl
factor last year wns the temporary
stoppage of ineomes due to the steel
strike, which had substantinl local
efforts,

Conaumers’ paper, custying relatively
bigh yields and being well secured in the
ageregate by the trend of disposable
ineomes, has been » preferred investment
for finonciel institutions handling such
loans. Credii supplies wera accord-
ingly nmple in 1958, ss they have been
throughout the postwor period.

Commercind bhank holdings of suoh
paper tose substantially, and the banks
slso helped Auance an increase in salea
and consyraer finance companies’ hold-
ings, Other sources of consumer credié
capension last year included credid
unions, department and other retail
stores, ond credit card plans.

Moregage rmearkel changes

Purchases of new and older dwellings
reached an all-time high in volue last
year. Reflecting the sompavatively
libera) terms on loan finansing arronged
m 1958 and early 1959, gross moortgage
borrowing moved up in line with the
purchnges of dwellings,

At 522 billion, new mortgage debis
nesumed by rosidential purchasers wera
up one-fifth over the previous penlk
yoar of 1055. Because of the cumuls-
tive choractar of such borrowing, lorger
and larger amounts sre required sn-
nualy for reppymenis, and these have
represented 2 rising fraetion of dispos-
nble incorne in tocent yeara.

New mortgage funde obtained probe
ably fell considerably shori of whot
wonld hova heen used in the morigags
market had credit conditions not tight-
ened thowgh mors basic factors have
very likely contributed to the Tecent
easing of housing constroction netivity.

As the yeor 1950 progressed, interest
rates and disconnts rose; repanyiment
periods  were shortaned: and {unds
wera reported 28 inndequate, for Gov-
ernment-backed rortgages in particy-
lar, in mony arens. The stringency
developad as lenders specializing in
mortgoge credic found the infiow of
saving to them leveling off, as described
above, whils the banks snd other oen-
specinlized lenders were nttrocted by
more remynerative types of fund out-
lete.
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Yields on coovenlionzl mortgoages
rose, on the average, from about 5%
percent late in 1358 to over BY percent
at the end of lest year, Effective
rates on Governmeni-backad mortgages
likewise moved wp strongly, data on
FHA-insured loans showing one of the
most rapid increases recarded during
ANy recont Year.

The net incrense in home mortzage
funds involved n 34 billion rize in FHA-
bocked poper. Conventional mord-
gagea, which hove played o relntively
larger role in the 1958-59 rise of con-
struction then in the preceding upawiog
of 1954-55, aupplied the other $0%
billion,
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To & large extant the shift to conven-
tional inancing reflected the preference
of sgavings and loan aseocintions for this
type of morigage, the associations hav-
ing become more importent in ths
mortgnge: lending field in recent years,
An eaging in downpayment require-
ments on conventional loans around the
beginning of 1952 increased the atirae-
tvaness of such finanecing to home buy-
er3. Finolly, aubstantinl and increasing
diseounts on federally underwrittan
paper made the latter lese sotisfactory

-t builders and homebuyers.

The institutional pnttarn of last

year's inprense in mortgoge debt on 1 to
4-fnmily dwellings is saen in the accom-
panying iext table. The sources from
which the varions kender groups derived
funds, and the portfolioc adjusitments
made in connection with Ghis lending,
have been discussed earlicr.

Noncorporate business exprnds

Porsons operating noncorporats en-
terprises increased their finaneial com-
mitments sharply last year. TFixed
investmen$ and invenfory expansion in
trada and agrieulture ond inerensed
activity in real estate gonerated the
principal additional demanda for leans,
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In trade, proprietors and pariners
added to inventoriea; purchesss of
etores and fixtures inerensed moderntely
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ae well. Funds were obtnined in sub-
stantial volume from banks ond busi-
ness suppliers and from the proprietors'
savings, which expunded with higher
business profits.  The shovponess of the
expansion in funds sought is auggested
by the rise of over one-eighth in short-
term obligations to banks and ather
financial institutions.

Farmers necded %1 hillion more to
build up inventovies, which inerensed
in 19050 ns during most of the past
docade. Holdings of enttle and foed
corn in portisular expanded. The aub-
ztnntinl purchasing of lond, buildings
and machinery, & featurs of recent yonrs
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which involves considerabls mortgage
borrowing, aleo required taking on more
debt, Overall, form finencing ealled
for an inerense of about $1 billion in
ghori-term  production eredit—mostly
boxlk loans = —and of another $1 billion
in morigage debt to banks, insurance
-companies and others.

Resl estate borrowing reflected the
accelerated pase of apartment house
construction slong with the continuing
development of shopping eanters.

Financial Position of

Government

Though its fiscal position improved
during the year, the Federal Govern-
ment raized & totol oear 32 billion in
external funds, Stete and local gov-
ernments borrowed noother $4 billion,
ou & net bagis, continuing ot a fairly
ateady rate their yearly additiona to
their outstanding debt.

The stability of Federal horrowing—
deapita the business improvement which
sherply reduced the deficit—reflected

- meinly the increases in Govermment

lending operationa plus the fact that
the full benefic of the 1958-5% rise in
corpornte ineotie tax aecruels wae nod
reaped during the yoear,

Federal agencics contributed eclose to
one-fifth of the zurm used by private
lenders to finonea the record expansion
in restdantial mortgage debé. In partic-
ular, Government purchases of mort-
gnges undar the special azsistonca and
seeondary morket programs of FNMA
totaled $1% billion: and & rise of almoat
$1 hillion in Federsl Homa Loan Bank
advances supported the incrense in
lending waetivity of savings and loan
ngsociations,

The buildup in business reserves for
taxez acerued but not yet due ap-
pronched £3 hillion last yerr, and thess
deferred ligbilitiss, like trade eredit,
represented fund sources which helped
mnaet the temporary needs of the
COTNPANieE.

Certsin other foctors reflesied in
Federal borrowing were techaieal in
noture, About 1% billion subacriboed
to the Iniernational Monetory Fund
was paid in the form of special notes;
though included in the statistica on
T2 COD kam, Incndod i Tablke L, ary oxdloded heeo
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Fedaral debt, and providing eapital to
the Fund, thesa bhave no immedinta
effect on the monay markat and ave not
reflected in the TLS. cpsh budeet. In
addition, the Government’s bank de-
posit boldings were temporarily up 3%
hillion a8 the year anded.

Fedoral borrowing

Apart {rom tha special notes to tha
IMF, the Government obtained FG¥
hillion of externsl funds by issuing
Treasury 2ecurities, and $2% billien from
nZeney lssuea,

Deing 1959, the structure of the
Treaswry debt shifted to incrense the
inial of short and intarmadiate-term
mariotable instruments. Bosides the
run-up as some of the longer-tern ssoues
outatanding movexd within § years of
maburity, this advance reflscted new
issues flonted dwring the year. The
teyms of these took inte secount the
positions of fund supplierz as well na
the barriers to longer-term finandng
which were imposed by cxdeting legis-
lation nnd market conditions. In gen-
erpl, the Trensury has relied primarily
pn short- nod medium-term  issues
throughout the postwar period.

Short-term socuritios, prinsipally bills,
were issved in volume lost year to fap
the Lliquid Funds of corporations and of

Treasury Financing in 1959
incraviced thi propestion of -
madinmstarmn i
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SURVEY OF CURRENT BUSINESS

forasign bhanks and official institutions.
In 1958, these groups had built up their
bank deposite; and tha loreipn countries
had ales inerensed their gold holdings
substantinlly. Attencted by the high
yields offered on Trensury bills and
certificates 1959, bath eorporations
ond foreigners nequired substaniial
amounts of this typa of secarity.

The issue of medivm-tom obligations:
wng steppod up to attrpet individunl
investors. Particulerly notaworthy was
the $2¥ hillion issue of 5 percent notes
offerad l1ast Oeiober; individuals periic-
ipated in the initial ollocation of this
to n wider extent than any other new
offaring since the cnd of the Second
World War. These notes have gone to
& premium since their imsupnce,

The flotation of new long-term Fod-
aral securities last year was miner, but
banks and other finencial institutions
roduced their holdings by selling about
§2 Dillion net. Offered for sale ab
dizesunts ranging as high rs 20 percent
below par, the yiahls on these bonds
made thom otirective to individuals,
Btnte and local governmenis, and other
investors here and abrond.
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State and loepl constroction require-
ments, substantiegily unchangad loat
year, provided the major ceension for
horrowing by these povernments.

Same deeline wna reeordad in drafis
on outside soureess.  This seeins to have
boen made possible by advance finane-
ing that hnd been underisken in the
relatively favorbly cepital market
conditiong of 1958—n sequence that
was in line with previous experience.
In each of our postwar eycles, the vol-
ume of municipal bond flatations moved
up shorply dwrving the period of low
interest roies charncieristic of the
recession period, and liquid asset hold-
ings spurted. With the recovery io
econontic activity and rise in intercat
rafes, gross borrowing lovelad off o
declined, and Stabes ond municipolitics
drew down their liguid assets as project
end operating needs roguaived,

The loan funds raised during 1959
waore obtained with the help of stapped-
up pwchases of these governmont
obligotions by individuals a&nd life
ingurance companies. Cher insurance
compranies alse increased then rvate of
noquisitions, while corumercinl banks
reduced their buying subatoniially.

Economie Aid
{Continued from: page 19)

ond improvements, as well ns foreign
currencies for sducationzl exchange

ps.  As the programs for sale of
Plflu'r%r oducts dﬂmll:nulﬂd, the equivi-

lent nearlﬁ 81 billion in foreign cur-
rencies lias been disbursed sinco 1955
for credila.

Moet of thess eradiia nnd mnny which
represeuted dollar dishursements have
bean oxtended witiy -:%riinus Lo yepay in
forsign eurrencies. g tha m::Fn
currancy was obtained under n sales
Elgremnent gigned prior to mid-10568,

¢ ergdit genernily requires msinte-
nanee of dollor value, with an interest
robe incrense for any instaliment made
in foreign currancies.

This protects the 118, Government
against exchanpa losses until the repay-
ment is received, but if repayment iz
the foreign currency mnd the Gorern-
ment has no immediate use for the cor-
1*e:|mf{ the funds nccwmulating nbroad
“f-::ru‘c[ be subject to subsequent depre-
cintion. In ordar to avoid the intersst
diffevential, some eounivies with com-
paratively stabla currencies made their
relén,;,nnenta in dollavs last yoor.

ince early last year, maintecance of
value is generally no longer required on

loans disbursed in foreign currency.
Thus, tha outstanding indabiedness
moy ba affected by any deprecintion
from the stafed smoant.

As of the end of 1959, however, only
aboput $2 Inllion of the owtstending in-
debtedness waa subject to any form of
locol cwiTency repayment,

Short=term: assety

The pat short-term nssistance, bei
the claims acquired less the value I‘E]l;lﬁ
ized, dosa nobt nesessavily veflect the
netual volue of the resulting assot
which by December 1958 had renlized
lozges over 5 percent. Sueh losses—
in effect a “grant” to the foreizn ecoun-
try of real commodity vesources (U.S.
farm produckts)—remnin in these data
ne permanant “shori-term” assistance.
Bince about half of the 52 billion asset
is to be used for additionsl loans, and
snother significant part is to be used
for grants and other transfer payments
by the (1.5, Govaroment, only n limited
part of this asset will ba availuble for
use by the TS, Governmaont.

At the ond of 1958, tha total nesots
of tbe Goveroment in the form of, or
payakle in, foreign currencies, can be
catimated at o maximym of $4 hillion.
This iz less than one-fifth of the Gov-
ernmont’s $20 billion of foreign assets.



